Congressional
;__é\ Research Service

Informing the legislative debate since 1914

The Economic Effects of
OvervarBwol|l Cbnl |l enges

w

AxEEUKBD@OW! YOw! Y huw

Congressional Research Service
https://crsreports.congress.gov
R44546

CRS REPORT
Prepared for Members and
Committees of Congress




The Economic Effects of Trade: Overview and Policy Challenges
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1CRS In Focus IF10158).S. Trade Policy: Background and Current IssussShayerah llias Akhtar, lan F.
Fergusson, anBrock R. Williams

2 CRS Report R4448TJhe TransPacific Partnership (TPP): Key Provisions and Issues for Congeessdinated by

lan F. Fergusson and Brock R. Willian@RS In Focus IF10000,PP: Overview and Current Statusy Brock R.

Williams and lan F. Fergussp@RS Insight IN10443CRS Products on the Trasacific Partnership (TPR)by lan F.
Fergusson and Brock R. Williamhe United States currently has 14 free trade agreements with 20 countries in force.

3 Other trade agreements recently concluded or under negotiation incluGari#da Comprehensive Economic and

Trade Agreement (CETA);&EJapan Free Trade Agreement; and the Regional Comprehensive Economic Partnership
(RCEP), which includes the 10 ASEAN countries plus Australia, China, India, Japan, South Korea, and New Zealand.
These agreements vary significantly in terms of the compsérenature of the agreement and the degree of market
liberalization. The World Trade Organization (WTO) indicates that in January 2015 it had received notifications of 604
regional trade agreements, 398 of which are in force, and notifications of 2&ptiaferade agreements, all of which

are in force. Sebttp://www.wto.orgénglishtratop_evegion_efegion_e.htm
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This report focuses coon caetring nmbge 1 acmod ftmdardad ea grsauceme
in the economy and FTAdismrcs]l wtdhiang are particular tc

T the role of trade in the economy and the macr
trade deficit;

T the impact of taadetba edtdplheyment costs exper
firms and workers

T esttma of the number of jobs in the economy t
economic models usedf TtAseenptl omanea t t he 1 mpact

T the 1 mfFdlAsn offorei gn investaimaent and empl oyment

T the relationship betweemcomade and the distri

Background

Di s cus s i obnrso aodfl t ag@gndde eime ang & 0 f tfeowluasr o ne fpfoetcet nst ioanl

economic growth, theethpboymbnti ¢dhoont omnecbhbomms et s
argue that tedbebht cewmdomredeosts and ume mefti t s,
effect on the economy as a whole is positive. Th

more efficiently as a result of compkBé¢ndefiom t hrc
byashianvgaid awl éder varietyaofvgogogdngahd vedsviodegual
than would be possible in an economy closed to i
may haveemmlpagitive dynamhdnmpfeodtucdn omn aemado n on
e mpl o yAmwecnotr.ding to the World Bank, liberalizing
reduced the number of people in the world 1 1iving
or 600 million, over the gphohalRs55egyemomy. transfor

The Unit
e conompae
United S
increase

tates International Trade Commissi on
adeoagthemdmti bad el4 atheadache agree ment s
s has ® FhHenreap ovd tt Hchderscelc utdranddreti lasgt.r e e me
S aggardgalleS.t rmedel bGDR baomd V. S. e mp
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“For example, Public Cit i zwritensepofson dlobdlizatbm andificeetdtlet ch o f fi ce ha
agreements. The group argues that the North American Free
has failed to live up to promises made by NAFTA proponents at the time it was being negbitiateceport is

NAFTAat20Publ ic Citizen’s Global Trade Watch, January 2014. Of
Jeffrey J. SchothNAFTA Revisited: Achievements and Challentyesitute for International Economics, October 2005,

Chapter 1Pardee Center Task Force Repdhte Future of North American Trade Policy: Lessons from NAFTA,

Boston University, November 2009.

5 Global Economic Prospect§he World Bank, 2008, p. 46.

6 Ecanomic Impact offrade Agreements Implemented Under Trade évittes Procedures, 2016 Repottnited States
International Trade Commission, June 2016.
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respectived, y,orl e$s3s2 .t2h abn 111 i on, and 159.3 thousan
response ,howeReprepontatiivedi Saaatded iL®va nstatemen

...the ITC fails to adequately and innovatively address the real economic impact of
previous U.S. free trade agreements. The ITC claims a small increase in GDP based on
traditional economienodels. The ITC fails to address the costs associated with workers
losing their jobs or factories leaving communities as a result of trade agreements. Those
transition costs are largely ignored in this report. They focus on thetdomgbenefit of

lower tariffs in other countries and cheap imports coming into the United States, failing to
capture the impaet which they may call short termwhich can have a dramatic impact

on jobs in Americd.
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particular indus¢onemyoirnswayorshat 4h®& unrelate
In addition, c¢hangesprionducataioveintmyly c acnxde lhtiahndg ebs ursaitneess,
cycle can apé€ec€orothh o chev eercoInlonmmayy vitnw ewiagyhs tthhea te f f e ¢
trade agreements, given the already open nature
the value of the peso in late 1994, followed by
receShadon, maj or -Menpiac d tomagdfee,S.taerrg utahbalny anyt hing
by the compPbet hoAmefi ¢the FrNeAd JAr ade Agreement (
Mor e open maarnkde tost hgehre Bcahbajnggcetse d a tlhdeo me s t por t i on
workforce to 1nt.erAncactoirodhimntge ctwoafptichden ¢ i oMo net ary Fu
effective global Il abor market quadrupled over t1h
India, and the for mer'Fna spta rkeirceupl¢aary, btlf o Ché¢ @man i ni
gl obal iescnomuenmpye d e nt e d g d etehmel ospinzeentof t he Chinese e
speed wibbcwmmenah otrt pnpahe global economy. The gl
experienced this transformation initially throug
that werer pugohlivictetdo stihvd t p md o ossenpccoenutdrhrrendh gh a

major disruption in gl osbaelc ccroonmmy dei x pye rmaer rkeeet & salso

andbeigsahni figt s economy away fromedomomde foec usre de xmmp
on domestic consumpti on.

7 Representative Levin, Sand&ep. Levin: ITC Report Fails to Evaluate Real Impact of Trade Agreendents 29,
2016.https://democratsvaysandmeans.house.go@diacenterpressreleasesép-levin-itc-reportfails-evaluatereat
impacttradeagreements

8 For a bibliography of articles, see Tassey, Greg8rQ QRWDWHG %LEOLRJUDSK\ Rl 7THFKQRORJ\TV ,PS
Growth, September 200%ittp://www.nist.gowvdirectorplanningliploadéconomic_impacts_of_technology.pdf

SWhitt, Joseph A. J r . EconorlihiRevieMederalReservelBank of Atléntaj s i s , ”

January/February 1996.

10 The Globalization of LaboiVorld Ecommic Outlook International Monetary Fund, April 2007, p. 161.

11 CRS Report RL33534& KLQDYV (FRQRPLF 5LVH +LVWRU\ 7UHQGV &KDOOQHQJHV DQG ,|
by Wayne M. Morrison
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o the I MF, the intermnationalization
nced economies by increasing productdi

What this new technology has done is to make it possible for nations that are not yet rich

and indugtalized,

such as the loimcome economies and lower middieome

economies, to connect workers with corporations in industrialized nations. If these nations
are moderately welbrganized and have basic infrastructure such as power and digital
connectiviy, their workers can do well by working for companies and customers in rich
and uppemiddle-income nations. This in turn is creating new competition for workers in
rich and some middigxcome countries, dragging their salaries down and exacerbating
unempbyment. In brief, while the rise of labgaving technology is tending to curb labor
demand all over the world, some emerging economies and developing economies are able
to offset the decline by taking advantage of lalitking technologies®

Trade gndyHM™nNt

Theffethas trade and trade aogerccoenmemitcs gruocvht la sa tch e
empl oypwmaehtte n tdhmomgp st ¢cosbieemomscatlt heory concl ude
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conomy a s

onomy may
sociated

> 00 0 o
N )

experiencet hae dihomrtapgutsit meat e colsd
with shifts in resources stemming

12 The Globalization of Labor, p. 161.

13|pid., p. 161.
Y 1pid., p. 161.

15 Basu KaushikGlobalization of Labor Markets and the Growth Prospects of Natieokcy Research Working
Paper 7590, World Bank Group, March 2016, p. 3.

16 |bid., p. 3.
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attendant adjustment costs for businesses and 1a
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Mangsearch organijznd i @tndeg siknyghad eimmpasct of trade o
empl oyment. A group of 10 international organiza
the International Labor Organization, the World
(OAS)Organization f or IEecvoenloonpinte nCto o(pGFE CGIl)i,o nWoarnldd
Organization (WTO), and the United Nations Confe
UNCTAD), among others, joined together to form
rade and Empl oyment (nlsChliTpE )b ettowecaenna 1tyrzaed et haen dr eeln=

ewbhomndhgrededy also concluded that <co

iberalization also experienced h
ductivity, and improvements 1in both physical
icated that the positive correlation between t
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U
trade 1 i

study published by ICITE surveyed the economioc
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ploy'®éemtilarly, higher levels of economic gr owt
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study concluded that forces within the econc
fts in capital and labor to more internationa
o may radulhitneimpl foryimetmitomnd i1income 1losses for
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...working conditions in developing countries, contrary to the assertions of some, have not
deteriorated with trade openness. Indeed the positive effect of trade on investment and
incomes carries with it important implications for reduced child labor, workitfuees,

and informality, while offering new opportunities for female entrepreneurs. However,
trade, as with changes in technology, does entail reallocation of resources, so policies that
help workers to move more quickly into new, higher productivitysjoln help attenuate
human costs of normal job transitions and unemployment arising from economic shocks as
well as lay the foundations for more rapid growth.

Iaddition, the authors concluded

...tfrade liberalization may (sooner or later) be a necedsdnyot a sufficient condition for
attaining more rapid growth. Whether countries realize the potential gains from trade
liberalization depends heavily on companion policies and the general economic

7Schneider, Howmad , “When a Factory Leaves Town: In the Shadow of ¢
L o s s Tehe Washington PosAugust 22, 2014.

18 Newfarmer, Richard, and Monika Sztajerowska, Trade and Employment in-@rasging World, irPolicy

Priorities for International Trade and Jobed., by Douglas Lippoldt, Organization for Economic Cooperation and

Development, ICITE, 2012, 8-9; available athttp://www.oecd.orgfadeicite.

19 Newfarmer and Sztajerowska, Trade and Employment in aBFestging World.
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environment. These supportive policiestable macroecomasic policies, adequate
property rights, effective regulation, and weéisigned public investmentsan determine

the difference between a trade reform that helps catapult trend growth to a higher level or
one that produces littR.

Job Churning

Anotfhtewrr t hat complicates efforts to equate gain

or with a specitfhee d¢damsdtea mtgrteerme dictle witsthat j obs, 1 e
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in the domestic market, import competition, or r
In a dynamic economy 1ike that of the United St e
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various industries and sectors evolve at differe
advancement, productivity, and efficiency. Those
devel opi mg adri nignmerwp technol ogical advancement s

anadre capable oafmoautnttrsa cotfi ncga pliatragle rand |l abor. I n ¢
individual firms that lag behind necarso agt 1 ess ca
competitive challenges. Indeed, to avoid economi
relinquish some capital andlkkabomndwvanttkast imt her s
c ommuni,c attriaomsapnodr ttaetcihonno,l o gy havsef dramatlidmtefd a |
economic production into sophisticated supply ct
traditional .cdhdcsptesxpafidedadeach of trade means
potentially can involve tar gk at ed Habwa fermEe s he I
respond to these challengesmlvkebyl wiylidethe mma
As 1 ndi/DEOQHE hiemr @n wanwd raanddetmdp F 1l 1on jobs in the U. S
in 620tp f48Bmi theod j obsSDuacdmrgdeadiisn sZhlnle period,
supported by expdims]l wWwieowre ed8bd mioethphogthent in 2
The data also6thd'rela3mﬁilrlelhiaotn ignr 02s0s1 j obs gained i
l10Ombdbllion gross j 09b%l addde,t ,r eascpceocutnit vi enlgy ,f oorf t he n
the economyt,hhan chmod tmwtt aj] ohus mbrert bd economy that
supported bcyo mxipmer d1658%h alrheh eo fc ombi ned shares of gr
and lost) reflects the process of job turnover ¢
Job churning snwahemdne tpdoSR@NfiOcd diromg20® & tde «
part of the economic recession, when job turmnove
High rates of job turnover also cawhewcur duri ng
demanldaber can prompt greater shifts in empl oyme
of the econo-z19.1 0Duy owagstolrdeh Spvreorn o u n eperdo diunc itnhge g o o
sector of the economy, the sectoramgotbofl osely t
turnovnegretlween 2 584 saon,d a3s0 % hwea sBmietrei & nSti antge sa s har
decline 1n iint s2 0t0r9a daen dd €2f0ilcli,t pobd it armg veecti ar the
rates of 31.6% and 27. mwchrdipghetri thhyn, tthet eatth
in the over dlhilkseelctyoendoamylschar p reduction in consume
perdamdl a sharp drop in global trade .duSi twe the f
20|bid., p. 13
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2011, jhoabvegabienesn greater than job losses, helpin
unempl oyment. Also, since 2011, the share of job
maintained a shabetwtftenofl 81,7 &mathally diglam@dmn g
emphmewm6t. (% and a@nd%denni)ds 8( 4.

2 Rasmussen, Chris, and Martin Johnslwhs Supported by Exports Z01An Update Manufacturing and Services
Economics Brief, International Trade Administratioryghist 2, 2017.
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Table 1.Jobs Gained or Lost Annually and Job Turnover in the U.S. Economy, 201  1-2016
(in millions of jobs; and perceageshare of jobs in the respective sectors)

Year 2011 2012 2013 2014 2015 2016
Jobs % share | Jobs % share | Jobs % share | Jobs % share | Jobs % share | Jobs % share

Total Employment
Total 131.9 100.0%| 134.2 100.0%| 136.4 100.0% 139.0 100.0% 141.8 100.0%| 1444 100.0%
Gross job gains 11.6 8.8% 12.2 9.1% 12.0 8.8% 12.3 8.8% 12.8 9.1% 13.1 9.1%
Gross job losses 9.7 7.4% 9.5 7.1% 9.9 7.3% 10.0 7.2% 10.1 7.1% 10.6 7.4%
Net change 1.9 1.4% 2.7 2.0% 2.1 1.6% 2.3 1.6% 2.7 1.9% 2.5 1.7%
Jobs supported by export 10.7 8.1% 11.2 8.4% 11.2 8.2% 11.3 8.1% 10.9 7.7% 10.7 7.4%
Goods Producing Sector
Total 18.0 100.0% 18.4 100.0% 18.7 100.0% 19.2 100.0% 19.6 100.0% 19.8 100.0%
Gross job gains 2.2 12.4% 24 12.8% 2.2 11.9% 2.2 11.6% 2.3 11.6% 2.2 11.3%
Gross job losses 2.0 11.0% 1.8 10.0% 1.9 10.1% 1.8 9.6% 1.8 9.4% 21 10.6%
Net change 0.2 1.4% 0.5 2.8% 0.3 1.8% 0.4 2.0% 0.4 2.3% 0.1 0.7%
Jobs supported by export 6.6 36.5% 6.7 36.6% 6.7 35.6% 6.8 35.2% 6.4 32.8% 6.3 32.0%
Services Sector
Total 91.8 100.0% 93.8 100.0% 95.8 100.0% 97.9 100.0% 100.2 100.0%| 102.4 100.0%
Gross job gains 94 10.2% 9.9 10.5% 9.8 10.2% 10.0 10.3% 10.6 10.5% 10.9 10.6%
Gross job losses 7.7 8.4% 7.7 8.2% 8.0 8.4% 8.2 8.3% 8.3 8.2% 8.5 8.3%
Net change 1.7 1.8% 2.2 2.3% 1.8 1.9% 1.9 1.9% 2.3 2.3% 2.3 2.3%
Jobs supported by export 4.1 4.5% 45 4.8% 4.4 4.6% 45 4.6% 4.4 4.4% 4.4 4.3%

Sources: Business Employment Dyngeicend Quarter 2ZD1Bureau of Labor Statisticanuary @ 2018, andEmployment Situatidiarch2018, Bureau of Labor
StatisticsApril 6, 2018; Jobs Supported by Exp@0t5, An Updatelnternational Trade AdministratiorAugust 2, 2017
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Wor ker Di sl ocati on

As previoughwdhaihaveuss £ ¢ wonkiene §dfiefcftesr eont occupat
whi c h csoonmerizsttesr mhbd occupational e x pAoss var,er etsou litn t e
trade |ithetr acdaimzwmwe i andi béeweah sEfeobs of the ecoc
workers ,athbdwi@@afhmw t he Ssoanme cistdumsatt ew.hmdni cate th
costs to workers who attempt to switch occupatic
empl oyment opportunities as a result of dislocat
bésubst@hnialstudy of thkiiampnen of o6cadpatdidbes,
economists concluded that trade liberalization I
industry level, but that trade liberalization ha
for wor keaisr teomplhayme tth among sectors of the eco
manufacturing sect®Thet ottuukdy dtéhsavti cweosrckieerdse owh. o

s wietegcdabs as a rtresult of trade liberalization gen
paprticularly in occupations where workers perfor
were especially pronounced in-imcouneatcioumst redxmas e
contrast, occupations associraetlead iwintshh iepx pboerttwse eenx
incomes and gro%%th in export shares.

U.S. Trade Wi th China

Changes in trade patterns can affect the types
industries and workers $ dmdoneoemd sdisrUadStgluya ndshpmpd s e ¢
gl obapat tweedaedst e 1t hadp pryoval of permanent normal tr
China in 2000 bybfhembUmcc¢t¢esds Sontes ahdIWIO in De
part it chuwelscaorn oensi tsét mta h at t h e sien cdreevaesl eodp nle.nSt. i mport s

at the expense of exportarsmajorofimparcAs ioaman Uc Sunt
manufacturindg oemmpPl0Dylmeemt 2007. While the 1mpact

on the U. Smu letciofnaocneyt eids and, 1in some cases, disru
features and rigidities 1in U.S. labor markets, g
adjustment process. Also, the U.S. maabfacturinog
restructuring for morejbobhanngwohdeWTi@Deangdropentir
economisIJXUHidi cates, U. S. mta sl & a wi wrddiangcl ee maptl o y me 1
l east 1980, faltlhinrgd blye mwaen t h®a@&0 ommed 2014. Duri
output in the manufacturing sector nearly double

22 Artuc, Erhan, and John McLarefrade Policy and Wage Inequality: A Structural Analysis With Occupational and
Sectoral Mobility Policy Research Working Paper, The World Bank, September, 2012, p. 35.

23 |bid.
24 1bid.

25 Although the change in status for China did not involve changes in tariff satee economists argue that the
adoption of PNTR statugmoved uncertainty in U.&hina trade rated to the annual process ahgressional
approval of Chandpotential consideratien ofsatresofution of disapproval under the Jacksidn

Freedom of Immigration requirement (Freedom of Emigration in-HBéestt Trade, Trade Act of 197R,L. 93618). A
number of economists argue that imports from China since 2000 were a major factor in the loss of jobs in the U.S.
manufacturing sector from 1999 through 2011. This analysis, however, is a partial accounting of the total economic
effects, because it does not include the offsetting impact of increased U.S. exports to China, or the broad
macroeconomic effects that stem from lower goods prices and higher real incomes for U.S. consumers and increased
consumer welfare. Acemoglu, Daron, DivAutor, David Dorn, Gordon H. Hanson, and Brendon Ptiogort
Competition and the Great U.S. Employment Sag of the 2RBER Working Paper Series, Working Paper No.

20395, August 2014.
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U. S. manufabDotprithgeg seceotmomi ¢ recession of 2009,
in the manufacturing sector decl i nBeedt,w2dlhong wit |
and L JOB7 manufacturihgssentpeasampgdbymepouthd8%
incrbygsmdre .than 11%
Figure 1. Employment and Real Output in the U.S. Manufacturing Sector, 1980  -2017
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Source: Bureau of Labor Statistics; Bureau of Economic Analysis.

Some estimates indicave UBeéeant dampoarntsr ftreodn iCrhia ar
number of product areas in ways that have magnif
certain U. S. economic sectowindalntde d osctad d yt,i etsh e Alc
i mpact o fmpiomcr ecasmepdc tiiwaiso na sfsroodnn aCrhe@idnsawidt mne mpl oyr
in manufacturing, decreased labor force particirt
transfer paymentdnipaceé¢rtaheskoedfneacimsrosmi sltocal
over timecbbkdmeatedn workers, who experience t h:¢
between geographical areas or s%¥khesres ,e aamo mivsetrsr
argue that a combinatiorgooafitdemaondtherdgsowphyifia
exports, i micnlduudciendg crheafnogrens wi thin China, rising
labmrt ensive export sector®, and a lowering of t
According to this analysliistttlChiafefleSti mpmrawe mpPe
manufacturing wages, 1in part because the most pr
jobs and manufacturing plants accelerated technc
authors argueU.tthoam nwdgedst urnnigghsector fell becau:

26 Autor, David, H., David Dorn, and Gordon H. Hanson, The Chinad®me: Local Labor Market Effects of Import
Competition in the United StateSmerican Economic Revie@®@ctober 2013, p. 2125. This analysis focused
exclusively on U.S. imports from China and did not factor in the offsetting impact of increased Ur& tx@hina or

the impactoflowep r i ced goods from China on U.S. consumer’s real 1in
271bid., p. 2124.

28 1bid., p. 2159.
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number of workers employed in manufacturing redt
increasing theéThepphyhof swaldkeoersndicate that Chi
fastehranr gireSdtuct i vi t2y0 Of7r.onS ulc9h9 7a tdoi f ference by it
since Chinese productivity was growing from a 1c
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competing manufacturing 1 nodnuys,t reiveesn tion otthhee ra bsseecnt
increased trade with China.

The impact of increased U. S.ompmpgdmtgs ifardamtChicerma
represents only a partial accounting of the tot e
Lowpred goods from China would be expected to he
competing industries, as consumpriscediifmpadr ttshearn
away from the expeansiiveel ydtommers ¢ u os ppiroudtnicd s & f fect
substitution of imports for domestic products Wwc
impoompeting industries, as 1ndicatedpriincetdhe pr e
imports would increase tihne trheea le cionncoommye s( tfhoer ianlclo
improving ¢ onosfumnleirvisntga nbdyaridncreasing their purch
to increase their consumption of additional gooc
expected to spwm bmdreampddymeaducmnhi ot her sector :
addition, increased exports by China would raise
Chinese consumption of both domestic and importe
oppor ttuoniitnicersease their sales in China. The auth

““rade theory suggests that trade wit*h China yie
Ot hexparfgue t hats ietn tways i{ohtionbat he d WikpdoH i &€yt e n s

c hangChsi,nihmmntcr €hs’sgpdd oducti vity and manufacturing
removed barriers to whved¥thhakpeldyi UmSe.rdkivehop 1
trade and investment ret@thensbas psmavi ¢h thdi Jat ¢
increased trade with China has sped up technol og
technologies, both of which %have contributed to
Adjust ment Policies

As a rtesulitnigmfed hebalrdflfiezati on o8 o meorvlkamsmeanntd fi
have adopted special safeguards and worker retr e
mi t itghaet ep atdo metfisfaeclt t a defl i beddtessts aiantonde pract.i
may sccawr threatPBartexkempUleri tiechgtuSbylhilebdd t he

Adjustment Assistance (dAfA)r npsr oagdr vaenr st eol ya sasfifsetc tweo
agreeciikme sprimary benefits of thewpelblgy aimnao me fu

29 |bid., p. 2147.
30 |bid., p. 2159.

3L 1bid., pp. 212%2168; and Pierce, Justin R., and Peter K. Schb#,Surprisingly Swifbecline of U.S.
Manufacturing EmploymenEinance and Economics Discussion Series, Federal Reserve Board, April 2014.

32 Bloom, Nicholas, Mirko Draca, and John van Reefeage Induced Technical Change: The Impact of Chinese
Imports on InnovationNBERWorking Paper 16717, January 2011.

33 SeeCRS Report R40206;rade Adjustment Assistance for Farmdng Mark A. McMinimy.
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applied U.S trade remediesdaser ¢ll)efint o ddomme nntgi
industries that have experienced, or are threat e
impact of imports soldetiemtmimeedUl 8s smathkhat fat rp mt
(2) countervailipgodutdeesel C¥D) |t cawtebmbéa t ¢ ce d ndu s
wimhterial th¢uadvdmee tompact of imported goods
foreign government or public entity; and (3) saf
provide te mpor army orretisa doéefd ffgaoooaodsy t haatusceause or tl
serious injury. I'dentified as Secctliaanmsye201 of t he
provide domestic industries with temporary 7r1elie
import duty, import quota,presiadeanodmhinadeiconsiof.b

U. Sbs Supported by Exports

Various ameea smsreedst he aenwdd id nmmiptaecd e oif n atrhde oefc otnroamdye o1
empl oyOmeents uch me as uvhrd2e pdacrvtenheonpte do fbl yCtotenmme a tcicon a 1 T
Admi nioh™fatt ova demsi que estimate of the number of
currentl y dairree cstulpyp garntldeodi nadn e ®tce d,y byussexports. Th
avaihiadbidericalutlp.ufa nddanpaudj e ct i onisn ppmtt peaar datwhen
arnecot updated. The-ou@(PphtbemdbdbHmarwlk si mmibtst antially
FebruarfyheaObédnchmatrhutit npables are revised every

Tkl TA b aaspepsr oiatcsh on t hr e e (le)c oanvoemriacg er erlealtaitoinosnhsihpisp:
the value of goods and services in the economy T
required to produce @batt heutvpdtuef @f daogphtisn dwvstdr
an@@) he vpbnetavfohrand other marketing services
ser vi e s¥°Tthe hyoeeasosyy. devel op a similar methodolog:
0 s related to imports, or any job gains or

34 CRS Report R44153rade Adjusment Assistance for Workers and the TAA Reauthorization Act of 15
Benjamin Collins

35 Koenig, Gary, Lori Trawinski, and Sara Rike Long Road Back: Struggling to Find Work After Unemployment
Public Policy Institute, AARP, March 2015.

36 See CR3nFocus 10018Trade Remedies: Antidumping and Countervailing DutigsVivian C. Jones.

37 Input-outputtablesfollow the use of resources through the economy at the industry level by tréo&iogtputs of
one industry as inputs another.

38 Kim, David, D., Erich H. Strassner, and David B. Wasshausen, Industry Economic Accounts: Results of the
Comprehensive Revision, Revised Statistics for 12@72,Survey of Current Busingdsebruary 2014.

39 Tschetter, JohrExports Support American Jobs: Updated Bie@ Will Quantify Progress as Global Economy
Recoversinternational Trade Research Report no. 1, International Trade Administration.
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updat e, I TA estimated that WsSppo&iedtlsi oonf goods
job&.ndi 1l ]l ion in the gooddmsi Iplrioodiuciinn g hsee csteorrv iacneds 4s.
indicdglbIXdJHi n

ITA adjusted i1its methodology in 2011 to differen
and changes in labor productivity. This methodol
estimator of U.S. export labor productivity to e
the nominal wvalue of exports reported in officia
determined through inputc/hamtgpewt iant aplrysdiusc tainvd tayd j

Goods and Services Jobs Supported by I

I TA pstdjaec tond baivlelriaogne of merchandidsé¢ngoodsecaxpdit
5223 obs$ bahdion of serswi djdadtb se,x por t s/ foaabpproage o f

supported by goods and services9HppPpowmrts combinec
mer chandise o9 Adsn esxpovritcse,s $elx po #&Ad 9i5n ogo cadns aavred a
services exopnoer tjso,b siunp peoarélfF or et p@aomiyvass ac whol e,
share of GDP assoicnateadsevdt h9 2&poWlhisl hatshe value
has grown, the number of jobs supported by expor
estimated in 1990, ustggesying thpougdmbrotcitpg ©# da nc
sectors has grown at a faster rate than that for

40 Rasmussen, Chris, and Martin Johnsliys Supported by Exports, 1923811, Manufacturing and Services
Economics Brief|nternational Trade Administration, October 2012, 45. 3he Department of Commerce published
results of an earlier version of this model in 1996 and published its first major update of that data in 2010 (14 years
later), reflecting updated employmenttjout relationships for the years 199808.Additional updates have been
published annually since 2012. U.S. Department of Commerce, Economics and Statistics Administ&tidohs
Supported by Goods and Services Exports, 11988} by Lester A. Davis, Research Series Oi4A6, November,
1996;Jobs Supported by Exports, 192311, Manufacturing and Services Economics Brief, Chris Rasmussen and
Martin Johnson, October 2012bs Supported by Exports 2013: An Upddartin Johnson ahChris Rasmussen,
February 24, 2014, anbbbs Supported by Exports B)An Update Chris Rasmussen and Martin Johnson, August 2,
2017.

41 JobsSuppoted by Exports 2016: An Updatap. 2-3.
22 |pid., p. 4.
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Figure 2. Estimated Number of Jobs Supported by Exports in the Goods and
Services Sectors in the U.S. Economy, 199 3-2016

(in millions of jobs)
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Source: International Trade Administration.
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“Riker,
Brief, International Trade Administration, July 2010.

44 JobsSuppoted by Exports 2013: An Update. 7.
45 International Comparisons of Manufacturing Productivity and Unit Labor Cost Trends, Daldlés Bureau of

D®Jobs in Exportiindustries Bfay More? And Why? Manufacturing and Services Economics

Labor Statistics, December 6, 2012. The Bureau of Labor Statistics discontinued its international labor comparisons

series in 2012.
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Figure 3. Estimate d Export Earnings Premium by Industry for Blue Collar and
White Collar Workers, 2013

(Export earnings premium as percentage share of average weekly earnings)
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Figure 4. Estimated Distribution by Industry of U.S. Jobs Supported by Exports, 2010
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48 Hall, Jeffrey and Chris Rasmusséops Supported by State Expd@14 International Trade Administration, April
9, 2015.
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m cash receipitss etxog oerstt ivmal tiee <blaaasiheeds dofint teah es ttaottea
eipts. These shares are applied tHa¥®U. S. natic

using the data, the ITA cautioned that

Given the data used to estimate jobs supported bylstatbexports, care should be taken

in the interpretation of the results. The figures should best be thought of as representing the
number of jobs supgpted by the exportbom a state as opposed to the number of jobs
supported by exportwithin a state. As calculated, exports from a particular state are not
necessarily produced in that state and, therefore, not all the labor embodied in the
production @ the export will be located in the stafe.

ording to the ITA estimates, 15 states accoun
t were supported by exports in 2014. Export s

onfeour t ho toafl tnhuembter of U. S. jobs JuXpHrted by e x

Figure 5.U.S. Jobs Supported by Exports,Top 15 Stat es, 2014
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Source: International Trade Administration.

49 For exports based on origin of movement datahsipe//www.census.gofdreigntradestatisticsétate/
origin_movementhdex.html

50 Jobs Supported by State Exports 204.43.
5 1bid., p. 4.
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Table 2. Estimated Number of U.S. Jobs Supported by Exports by State ,2014

State No. of jobs State No. of jobs State No. of jobs
Alabama 95,258  Kentucky 137,138 North Dakota 32,332
Alaska 39,540 Louisiana 170,200 Ohio 263,356
Arizona 93,354  Maine 17,120  Oklahoma 36,401
Arkansas 50,490 Maryland 59,650 Oregon 86,157
California 775,320 Massachusetts 124,016  Pennsylvania 191,779
Colorado 43,615 Michigan 270,927 Rhode Island 13,459
Connecticut 75,292  Minnesota 128,863  South Carolina 153,816
DC Washington 4,114 Mississippi 51,892 South Dakota 24,407
Delaware 23,278  Missouri 86,602 Tennessee 158,913
Florida 270,473  Montana 13,319 Texas 1,117,318
Georgia 209,071 Nebraska 62,214 Utah 50,578
Hawaii 6,198 Nevada 30,319  Vermont 14,728
Idaho 26,017  New Hampshire 20,048 Virginia 90,788
lllinois 345,050 New Jersey 165,695 Washington 390,690
Indiana 187,309 New Mexico 16,546  West Virginia 35,822
lowa 107,366  New York 389,957 Wisconsin 124,913
Kansas 70,889  North Carolina 164,023 Wyoming 6,489

Source: International Trade Administration.

U. S. ,BExoppssahd Trade Deficits

Both opponentsesfandage opondent adich ea giluenemad ctasl have
relationship developed by ITA on the number of
serve as a proxy for estimatismgnet tasempl ovyamd mtu se
have used these data iim meavnbrese otfo joddguewetrlea ts uipf
billion of exports, then that s ameernuonbejrobcsoul d
woul d obbety bSill 1 i on roefp rienspeonrttesd, by the trade defici
exports ofr vgocoedss aanndd ismepor tso of hgtooadsy amat siem vi &
i mpowittsh countassecithaetd avi¢ h a trade agreement w
loss of employm¥hhi sf oxpprhea ek daylossdoomhea stghmee 1 has e d
the U.S. trade deficit 1 mpl tickosnytae dnbente kladiscs of j o't
production could be substituted for 1imports, whi
U. S. economy.

Whil e

some 1imports antdhexpiomportag er spibesstdittutiatbd
availabl

e ort oarper odourcee. odéolsnkedsyt idceanlalnyd s on 1 abor an

52|n the balance of payments accounts, exports are recorded as a positive amount even though they are an outflow of
goods and services from the economy, because they represent a credit fahargiét a specific obligation of

repayment. Similarly, alth@h imports are an inflow of goods and services to the economy, they typically have been
recorded as a negative amount, because they represent a debt that must be répalmh&eef Payments and

International Investment Position Manual, Siftiition, International Monetary Fund, 2013./30-35.
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vary substantially between export and import sec
imports c¢amn ebnet rhaitgehdl,y icnopmor t s al s edisswppposretd a br o
sersiecded or jobs, including trans polretgaanld,on, sales.,
accounting.

Many econemt htt erggat@whgthetrr @ddhe oddfoiveritrttahd 4 1 b a s
a specific amount of unempl oyment>®Aaxrc ojradb nlgo st soe s
standard economic theory, the overall size of th
and investment 1in rtehper eesceonntoendy bays tah ewhcoolneb,i ned ne
of households (individuals), firms, and the gove
investment that takes place in the economy. This
out fl ows nd ewphentdhienrg tohe net amount of saving and
tend to reduce domestic interest rates and incre
tend to raise domestic interest rafileeowsa naf fiadtuce
the international exchange value of th% dollar a
In contrast, trade agreements and other factors
composition of tradeyrade bhatchdsgregpriebengkar & yc
and a different mix of gmosesds exmdoméansviscas.guhks tah:
current composition of the U.S. economy, globaldi
are node enrannionE he overall level of emplpopyment or
although trade can affect variofdTheyeatsersgtof htah e
the U. S. economy, the total numbee odét ¢gomsnaddbdby
such macroeconomic factors as productivity growt
pace of technological innovation.

|l TA Clarification and Discl ai mer

As i ndiboatetelde met hodol ogy developeaedsbugtl TAnwandb eu
of jobs in th

e U. S. ceconamldTAhditd waots idmmpaloap ¢ d
met hodology for linking impor t5%Ther cao mproasde i def ioc
U. S. imports 1s fundafmeUntSal ley pdirftfse r eWwhti | fer csm nmteh a
exports represent clearly substitutable 1items, c
or are items that either are not available or ar

i mp-oo tp eitnidnugs t ries |l ikely do mnot have the same m
production proercsertedso ddbbhaetxpdbesmands on capital
markeswary substantially across industrial sector

ITA has issuediwdrcousngtohetmens sng the data on
estimate any erne liampi oorn{ash i ahnads ejbosbesni lom e mbyus e mef t

53 For an example, see Scissors, Defidle Trade Deficit Does not Cost US Johmerican Enterprise Institute, March

16, 2015https://www.aei.orgiublicationthe-tradedeficit-doesnot-costusjobs/

54 For additional information, se8RS Report RL33274&inancing the U.S. Trade Deficthy James K. Jackson

S5BursteinAr i el , and Jonathan Vogel, “Globalization, Technology,
NBER Working Paper Serigd/orking Paper 16459, October 2010, p. RRided We Stand: Why Inequality Keeps

Rising Organization for Economic Cooperatiand Development, 2011, p.-25; Autor, David H., Lawrence F. Katz,

and Melissa S. Kearney, Trends in U.S.. Wage Inequality: Revising the Revisibhes®Review of Economics and

Statistics May 2008.

56 JobsSupporedby Exports, 1992011,p. 1.

Congressional Research Service R44546 - VERSION - UPDATED 19



The Economic Effects of Trade: Overview and Policy Challenges

dat'As I TA has stated, the employment estimate 1is
rleationship at a point in time, and is not a mul
in jobs associated with changes mnmevexpled £scr, i1
been done by both opponentls zandomr ¢ poreetnt smad £ t i
U.S. jobs that have been lost or created as a e
estimates relate to the average mnumber of jobs s
economy, whdathe i®ss nogtitthaet ing the number of jobs
result of a trade agreement. Such an estimate Wwc
composition of employment that woul dr ébsculats sofci at
a trade agreement . Al s o, mo s t tradde aigmeements i
services, tavedffmbantrieon, iasnsduleastbrnoe®d nodange fdf
I TA estimates.

I TA argues t hatumbtesr eosft ijmabtse soufp pQBRW cns bd wixtplr t
projected changes in trade to estimate potential
sa¥s:

Averages derived from 10 [inpwiutputP® analysis should not be used as proxies for
change. Theghould not be used to estimate the net change in employment that might be
supported by increases or decreases in total exports, in the exports of selected products, or
in the exports to selected countries or regions.

The averages are not proxies becabsentimber of jobs supported by exports usually does

not change at the same rate as export value. The rate is not the same because other factors,
such as prices, resource utilization, business practices, and productivity, do not usually
change at the samate. In addition, the material and service inputs and the labor and capital
inputs differ significantly across types of exports. For example, the labor requirements for

an exported aircraft are significantly different from those of an exported agricultural
product or an educational service.

Ideally, estimates of trade changes from tariff
ref DEWMDOrges in employment (based on DWhWKKi x of
PDUdIsQ a resuilnt tofe chahgmes of goods traded. Accor
do not exist. The only dat aDYHUDtIharere afvajidmdbl e r

supported across the U.S. economy by a given 1 ey
S P@V D UHVXOW PXOWLSO\LQJ WUDGH HVWLPDWHYV IURP WKH FF
PRGHOV E\ HPSOR\PHQW DYHUDJHV ZRXOG WHQG WR RYHUHVWLF
SRWHQWLDOO\ ORV®W WR WUDGH FKDQJHV

ITA also 1indicated that

In addition, estimatesf the average number of jobs associated with exports cannot be
adjusted for fluctuations in manufacturing capacity over the course of the business cycle.
As explained by the USITC, the more slack capacity there is in the U.S. economy, the more
potential here would be for job creatidA.

57U.S. Department of Commerce, International Trade Administraigports Support American Jolsy John
Tschetter, 2010.

58 pid., p. 3.

59 Input-output analysis takes into consideration the outputs of one industry in value terms as inputs in value terms in
another.

60 Exports Support American Jals 3.
61 |bid., pp. 34.
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During periods of slack bmoliwmedsexgp-efttemti¢cd, 1incre
secst,orwould tend to increase employment, |l ower u
participation. C o nsvterrbsuesgi yn,e sdsu raicntgi vpietryi, o dwsh eonf i n d

near full capacity and empl oymexpaqr tisn,c rteearscdesd tomt
empl oymeinft ddensdsl instead mainly shifts empl oyment
wages .

TradgreememBmpl oymlemni mat es

In conlt’'deast imetes of the number of jybs in the ¢
e X posrotmsegconomi sts and others use various trade mo

mabpe afbfjf TAMods t e c on q mihsotwsehvaetr geuset i mat es of empl o
or losses represent a particcltFsTaAmaddunt hmmge Ddr ¢ he
not 1 epr etsheen toavteirvablTldosh mp het e obnomy. In general,

models and approaches used to provide differing
empl oyment thatmF®Aaefldeatideffeopmnt assumptions a
proponents ahBAsppomentud tesf of these studies to

positions. The various models and approaches hay
always imortquads proand they vary in the degree to
and are highly sensitiv® to the assumptions that

Tr athedel s ar e miaicfrfoeerceommtoeniwadmt o forecast GDP, e mp
wa g,est axes, andhei nevcéosntodneynamoed ed st t satld wovt tthedn t o

directly estimate changes 1in the number of job g
a trade langsrteecamde,ntt.r ade models estimate changes i
economy given certain baseline assumptions about
The models adal thhmimtpa toit d mhede yarnedt i ¢ a1l atnhdaagr act i cal
it difficult to derive pr eacri ster aedset iangarteecesmeonft tohne
econdmyresponse, some groups use various met hod:s
potential 1mpact of tr aadewiadger ereammegnet so fo ne sjtoibnsa,t epsr

Some groups narcguce¢FaliAlse gatsicsel y affect empl oyment

wor sen fshet rnaadtei odne fi ci t, and.Moesdtu ceec omaogneiss tfsor U.
acknowledge that FilnAseannaethi onhl s 6t maplaertginadu lvaer ley fje
losses andwiltolwetrhewagtfects falling more heavily

butthey alsoherguwer fahdt netGeenfefreacltl yi,s tphoes ictoisvtes a n ¢
associ aFtTeAdso wndth accrue to t hecoesctosn otnoyy tahte tehceo nsoamm
the form offejltbt hessestaabk stages of the agreeme
accrue over time. I n addainteycom,0 mwvls it Is et chearsed aimke h t ih s
little evidemrca®de nldi,b @tra hiignztaetrandant i ona |l ma jrjade mor
factor ianfcfdemcsttirnigbut i on, whether in the United St
devel oped or tdieev esledpmniitnegr. n@(1tSieoen al Tr a dien atnhdi sl nc o m
report

In compahesdbnmiodat amomnn owft ariinf fg oboadrsr iaenrds steor vtir
and the difficulties invohwvedtani,f ftahmegq lraevlaahtginvhes 1
avail addtldtogmotigroamdlest ari ff rates has tended to dr

62 Hertel, Thomas, David Hummels, Maros Ivanic, and Roman Ke¢fmy,Confident Can We Be in C&iased
Assessments of Free Trade Agreemer@3AP Working Paper No. 26, March 2004; Brockmgelartina, A
Graphical Exposition of the GTAP Mod&TAP Technical Paper No. 8, March 2001.
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concernimpgcd¢htshaitn tariffs will have on empl oy me

economy. Theatriaopni do fd itghiet aglliozbal economas however

well as broaderAsglao braels uvlatl uoef cthhacisnes .devel opment s

ar guarbde ysnhga pacd rtheyamiofnf activities thaarthié€y, are

due to successive rounds of trade negotiations t
more importantly, the digital revolution 1s affe
complicating efforts toimphbteéecofdathe phdnobmefione
capet immpact in trade models, thereby challengin,
and some of the more common measures that often
agreemenAs coonmec ISgluedyal i zation is being accelerat
embody 1ideas, info¥mation, and innovation.

Faced with pressure on jobs and wages from inter
times to protectvudlonmesrsagbileen p 5 ofdofirccech.e Swwcrhk a ct i on s
however, ehwampel ibcradcdaidons for .Haheee & cwintohmyt lness ea pwrhiod ¢
firms can respond by upgrading their own product
In lieu ofStmakitmg ad u cthlasnugtesspu dder aontfiodmMn or attem
alter the traSweclknatitreomlmte sntecgaont iiantcilnugd ewi t h ot her
a global price that 1is consistenttawimlg Bheartewr
2) lobbying governments to raise the price of i
t hr ougtr ttaaorniffffs omme assounree so,t her f or M )o fl oab btyai xn go nf oirr
subsidies to compefientthedoheffecepcodbetwsen t he
international price. While the ecomammposmpact
costs on the e caofnfoencyt iansg atchaelp oaklallobcgdnindi alhanbeofrt a1 1
casest,s etfof oprr ot ect a segment of the economy from
that are dispersed throughout the economy.

Trade Model s

WhitltdeTA provides annual estimates of the mnumber
supported byreexUpoSr.t sinternatlibD@al dTfredee Commi ps o
the official U. So.f Gohvee rinmpeanctt ecosft ipmaotfearst aud et r a d e
cour s ee coofn.dththge W sTeCs an economic model known as th

¢

Poject (GTAP), 1 oc a®tteod eastt iPmartdeu ec hlannigveesr siint yt,r a d e
thatfmomsehanges in tar i%Tfh sroadtiedds amddntgari ff rate
mi croeconomic model that hasvbdmmdrwscdd widely ar
distribution of pxtpeamrtsisacld grasi mpsr oaprod tlicosnsaels e f f e c
or decreases in trade) for various sectors, rel a
Trade model s Fd #asrde tpoa ratn aolfyzae cl ass of economic m
computable general equilibrium models (CGE) that
domestic ecofimemmc maayiabl d¢d®0 cegwemterriads.y Dlpesea tmc
wit h t he haasts utnhpet ieocnonto my 1 s o p erratviindg oadts tfi unlalt eesm
the distribution odxpondsnddads gpionpornmidodaolsefe

63 Digital Globalization: The New Era of Global FlowsicKinsey & Company, March 2016, p. 23.

64 The databases are cooperatively produced and maintained by researahscholars. The model includes many
sectors and 100 countries in the world.

85 Tariff-rate quotas permit a specific quantity of imported merchandise to enter at a reduced rate of customs duty
during the quota period. There is no limit on the amouth®tjuota product that may be imported into the United
States at any time, but quantities entered during the quota period in excess of the quota quantity for that period are
subject to higher duty rates.
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increases or decreases in trade) foa various sec
projections. As a result ocfn tahree lianrcg eu dneudmbi enr torfa
and the vast amoums g dohbey tsroaddelele dma e t hanneaassar il
sacrifice some 1level of pltheec imsoiidted spmovhderiastgt
into the mechanisms by which changes in tariffs
flows among a set of countries. Since such trade
of analyzingffdet £ c®f olnmitachr abdreo aadg rnevelnteint s as t he
Round, this lack of precision was mnot considerec
of precision may be an 1issue when theatodels are
agreements where the overall amount of trade, ar
expected to be less than that of a comprehensive
Since tariff reductions and other pumbvdisiefis in
years, trade models must incorporate a number of
ability to makdradeuagteemehfsmatbso attempt to s
commi t mennnp ltephasneth e d ul e atnod afllleoxw bgovietrynments t o

commit mentduseehteohi 5t smay affect the length of tin
to be full.gucmpmethehsedl so reflect various assurt
t hiigsed to ecommant € t mp actta wiff fr etmo v inggr sm,oni ncr e a
investment, and reducing MNorn tracrmofvfi nnge aostuhreers bhaarvrei
increasingly important component oftd¢mrmde agreer
brefits. Successive rounds of mul # hlemared aduttsg ade
in tariffs that have stimulated global trade amc
increased global leanmomygihn wahdedf d s e onWhpbaoducts t he
most politically sensitive.

Es t i ma ¢ f fiogfc tthrea de agreements on employment 1is <co
economic forces. When import prices are | owered
t wo méTf dlc)t stthey 1l ower the prices of i1imported goo

domestic demand towemrd ctelde i anptolsenrbadltt Igy oldd weir e f f e

an@) they increase the real pur c b enhaiynngc rpeoawseer o f
demand for all tdgiemcdesmea nedf fseecrtv)i.c elor( s ome goods,

tandem to unambiguously increase demand, tending
some cases, however, thediwecettfbdbast shtaBor kubat oprp
negative 1mpact on de imaa dp o swihtiilwe tihmp a mtc oane & a
casesgsoufhet hesei smbi gdidest s

Ot her Domestic Effects of Trade

Beyond externatl tHfHhe cescdinthmgf iadidkeli i interactions W
complicate efforts to detamndi tgndemeatasndndf fdet
gains or Illotsesremsa toifongalbst.rade is not the primary

econemports account for about 13% of total U. S.
Germany and %0h% itnotCialn anduamber of jobs iamnd the ov
theamithteadltee determined by such macroeconomic fact
growth rate of the population, and the pace of t
Al t hough trade agreement hemdly Shaecomolmymatsed winy
agreements fwict colwume ¢ i@ scomngye ncterrattaeidn ismpcatcotr so no f

economy due to the mnature of the trade relations
66 Quarterly National Account€rganization for Eazomic Cooperation and Development, various issues.
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General Assumptions

Trade Mmokled sGTAP model noted above must aggregat
manageable size, for instance by reducing more

67 GDP by Industry, Revised, Bureau of Economic Analysis;Emgloyment SituatigrBureau of Labor Statistics,
Table B1.
68 International Trade in Goods and Servic€ensus Bureau, February 5, 2016, EitHil.

69 Tussie, Diana, and Carlos Aggio, Economic and Social Impacts of Trade LiberalizaGmpiny With Trade
Reforms: A Developing Country Response on the WTO Industrial Tariff Negotiaiibiy Fernandez de Cordoba,
Santiago, and Sam Laird, Uadt Nations Conference on Trade and Development, July 8, 2008, p. 92.
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Partnership Working Paper 1%, Peterson Institute for International Economicsréh 2016.
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Consumer ndi fference Assumption
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“"Hummels, David, and Peter J. KIenow, TheAnedcanEgondmict y and Qua
Review June 2005.

72 Hallak, Juan Carlo§ he Effect of Cros€ountry Differences in Product Quality on the Direction of International

Trade Discussion Paper No. 493, Research Seminar in International Economics, the University of Michigan, February

2003, Bal dwi n, J ames, and James Harrigan, Ze Amelican “Quality,
Economic Journal: Macroecomaics 3 May 2011, Feenstra, Robert C., and John F
Endo ge n o u sheQuasntdrly Jouynal of Economics May 2014; Manova, Kalina, and Zh:
Prices Across Fi ThaQuarenydouimal sEconomicgFebruaryl, 2012.

73 Johnson, Robert CTrade and Prices With Heterogeneous Firi@stober 2008;
74 petri, Plummer, and Zhalhe TransPacific Partnership and Asi®acific Integration p. 24.

“Froot, Kenneth A., a n de RBteRa$$ hD .o ukglhe Mtheerne tMa r ‘Khext ¢ ISahmg e Mat t e
American Economic RevieBeptember 1989, p. 637; Yu, Zhi Georgatiff PassThrough, Firm Heterogeneity, and
ProductQuality Mallick, Sushanta, and Hel ena Mifsigtaslmport “Passthroug

Prices of India: Currency De Reviewaflaternaional BEcanemic2088, pl /e or t Li ber
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trade as a r 1t of a change,ainnd ttahreirfeff orraet etsh ea r
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782; Atkeson, Andrew, and Ariel Burstelricing-to-Market, Trade Costs, and International Relative Prjcksuary
2008 Burstein, Ariel, Gita Gopinathinternational Prices and Exchange Ratdsnuary 2013; Auer, Raphael A,
Thomas Chaney, and Philip Saugejality Pricingto-Market, Working Paper No. 125, Federal Reserve Bank of Dallas
Globalization and Monetary Policpstitute, August 2012; Warmedinger, Thomagport Prices and Pricinglo-

Market Effects in the Euro AreslVorking Paper Series No. 299, European Central Bank, January 2004.
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provilriaodnes . model s, however, currently are not c a
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Figure 6. Share of Foreign Value Added in Exports, by Country, 2010
(in percentigeshares)
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7 McCulloch, Rachael, Macroeconomic Policy and Trade Performance: International Implications of U.S. Budget

Deficits, inUS-EC Trade Relationsed. by Robert E. Baldwin, Carl B. Hamilton, and Andre Sapir, University of
Chicago Press, 198Bttp://www.nber.orgzhaptersz5966.pdf

80 Employment SituatigrBureau of Labor Statistickl.S. International Trade in Goods and Servjdggsnsus Bureau,
andSurvey of Current Busing€Bureau of Economic Analysis.
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Figure 7.U.S. Merchandise Trade Deficit and Rate of Unemployment 2005  -2017
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81 For additional information, se8RS Report RL33274&inancing the U.S. Trade Deficiby James K. Jackson
82 JacksonFinancing the U.S. Trade Deficit

Congressional Research Service R44546 - VERSION - UPDATED 30



The Economic Effects of Trade: Overview and Policy Challenges

Figure 8.U.S. Net Saving Balances by Major Sector and Current Account Deficit

(in billions of dollars)
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Figure 9.Petroleum and Non -Petroleum Shares of the Annual U.S. Merchandise
Trade Deficit

(in percent shares
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Capital | nfl ows and the U.S. Economy

As U. S. demand for capital outstrips domestic sc
rel atoi tdhhose abroad, which tends to draw capital
States. These foreign funds have berwnesataind able
have remained willing to 1 oan htehefiorr me xocfe sasc qsuai wiir
Uu. S assets. In turn, these capital 1inflows have
large incresaseurnenheavgedbpnan deficit would not I
accommodating inflawstalf fofbtowgsn, capitatn, Chelp
below the level they would reach without them, a
beyond its current output, including financing i
Due to t-hnvestamengsiemblalSancece oinmmty, as the econor
potentelrrapll furﬂelnt level of output, the rate of wun
interest ratesnvessmegnthembalange worsens, and cz¢
devel spmemtd to strengthen the value of the doll:
the appreciation in the exchange value of the dc
prices, worsening the merchaandiomy tapproadelfdsxifiu
empl oyment national income rises, and consumer s
including imports, which adds to the trade defic
In contrast, when the U.S. economy 1 sangerioawli ng at
markets are reduced, -iinnvteesrtensetn tr aitnebsa l1faanlcle, ltehses esna
inflows decline, which reduces pressure on the ¢
international e xchanlgaet ivvael uteo ooft htehre cduorlrleanrc ifeasl 1as
exports falls, while the relative price of 1impor
competitive and reduce the trade deficit. In adc
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income iditss bpdtoewnt i al and consumer spending falls
demand for domestic goods and for imports, whictl
In addition, thesddel"™mvefiney deamvagbpdiad gyds nof
global economy and attracts foreign investors. ]
surpasses the size of the U.S. t r adés alcecaoduinntg. F ¢
central banks comdurtedndtyi dthel Blatkt foements (BIS
t hatGDitdéa di ng of foreign currencies %thortoaulgehd t r ad
$5.3 trillion.thewuadePfd@®O®diCdnhexokenge derivati
reported daily turnover of $2.3 trillion in Apri
GDEOY eign exchange trading in the traditional a:
DQQaX®@®unt o ft sU.oSf. goxopdsr and services. The data a
global foreign exchange tur®over in April 2013 v

Foreign I nvestment and Outsou

Another 1important area where opponenovserantdhepr opc
impact that such agreements have on employment a
Some opponents of trade agreements contend that
in the United States bymproaoesagobngutsBurmel § ob s
count{FThey.also argue that such agreements encour
the United States and shift production and j obs
anecdotal e vi dheenrcee asrueg gienssttsa ntcheast itn whi ch s ome f
their operations abroad, butsthewepwedenteitol dat
activities more than®Jlansgteenaed.,als pmet teea mn conii sbtesh aavri
relationship between domestic prodevompdbngcafedei g
through thbtobabwtvhloé€ chains in which value 1is a
many differfdrnt liccastoimen §tand 8 1 mfse rospkpeo steod atso t he
tradi“tiodali® goods.

84 Traditional foreign exchange markets are organized exchanges which trade primarily in foreign exchange futures and
options contracts where the terms and condition of the contracts are standardized.

85 The overthe-counter foreign exchange deriwais market is an informal market consisting of dealers who custom
tailor agreements to meet the specific needs regarding maturity, payments intervals or other terms that allow the
contracts to meet specific requirements for risk.

86 Rime, Dagfinn, and Andes SchrimpfThe Anatomy of the Global FX Market Throutjre Lens of the 2013
Triennial Survey Quarterly ReviewBank for International SettlemenDecember 2013.

87 One economist contends that the outsourcing phenomenon eventually could cost the United States 30 to 40 million
jobs. This estimate, however, is not based on an analysis of actual outsourcing trends, but on the assumption that any
job that is not physicbl tied to the United States as a location, primarily activities that can be accomplished over a

wireless connection, may be subject to being outsourced. T
offshoring should not be exaggeratedOutsourcing] will not drive all impersonal services offshore. Nor will it lead to

mass unemployment.” Blinder, Al an S.Foreign@ffafssMarohfAprih g: The Ne x
2006, p. 127.

88 CRS Report RL3246utsourcing and Insourcing Jobs in the U.S. Economy: Evidence Based on Foreign
Investment Databy James K. Jackson

8 Grossman, Gene M., and Esteban RbEsin s ber g, “Trading Tasks:Amaricéhi mple Theory
Ecanomic ReviewDecember 2008, pp. 192897; Baldwin, Richard, and Frederic RobMitoud Offshoring:
General Equilibrium Effects on Wages, Production, and Tr&aBER Working Paper 12991, NBER, March 2007.
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range of other factors ewidhliyn thdged oMomlye Wwe s &
of the current controversy 1in the academic 1liter
di sagreement over the i1impact of trade agreement s
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92 A global value chain comprises the full range of activities afma, from research & development (R&D), design,
production, marketing, distribution, and support to the final custdmerconnected Economies: Benefitting From
Global Value ChainsOrganization for Economic Cooperation and Development, 2013, p. 14.

BeWHEquity Modes of Internat i Warldinvestment®eport20ldnited Natiohs De ve | o p me n
Council on Trade and Development, 20111 4.

%4 1bid., p. 129.
¥«“Distributional CWonldTeadeuReport 2038Voddf TradeDrgadizatio, pp. 12346.
%Stone, Susan, F., and Ricardo H Cavazos Cepeda, “Wage [ mj

Ef fecti ve P ol PolicyPribritias farminternationalTrade and Jobsd., D. Lippoldt, OECD, 2012, p.

75; Newfarmer, Richard, and Monika SztajerowsKerade and Employment in a F&Bhanging World; in Policy

Priorities for International Trade and Jobpp. 8-9.; McMillan, Margaret, and Dani Rodrikzlobalization, Structural

Change, and Productivity Growthe br uvary 2011, p. 23; McMillan, Margaret, anc
Trade and Empl oy meTrade:and Amplognent:rFrorin Myths to Fadikarion Jansen, Ralf Peters,

and Jose Manuel Salazdirinachs, eds., International Labor Orgaatipn, 2011, p. 2Gibson, Bill,“Assessing the

Impact of Trade on Employment: Methods of Analysis, Trade and Employment: From Myths to Faqts61-62;

Helpman, Elhanan, Oleg ltskhoki, and Stephen Reddimggjuality and Unemployment in a Global EconypFebruary

2010; Harrison, Anne, John McLaren, and Margaret McMilRecent Perspectives on Trade and Inequality, Policy

Research Working Paper5754 The Worl d Bank, August 2011, p.3; Frankel, J
Tr ade Ca u s EheAthericaw Edortomi¢ Reviedune 1999, p. 37%eizing the Benefits of Trade for

Employment and Growth: Final Repp@ECD, ILO, World Bank, and WTO, November 20¥0orld Trade Report

2008 Differential Consequences of Trgd&orld Trade Organization, 2008, 123146; Piketty, Thomas, and Gabriel

ZucmanWealth and Inheritance in the Long Run Ap r i 1 6, 2014, Piketty, Thomas, and
Back: Wealthincome Ratios in Rich Countries 17200 1 Quarterly Journal of Economic#ugust 3, 204.
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the effect of globalization on inequality depends on many factors, several of which are

country and times peci fic, including: a country’s trade
liberalization; the particular form of liberalization and tees it affected; the flexibility of

domestic markets in adjusting to changes in the economic environment, in particular the

degree of withircountry labor and capital mobility; and the existence of other concurrent

trends (e.g., skilbiased technologicathange) that may have interacted with or even

partially been induced by globalization. Given that different countries experienced

globalization in different ways and at different times, it is hardly surprising that the relevant

mechanisms through whichdquality was affected are case spedific.
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97 Goldberg, Pinelopi Koujianou, and Nina Pavcridkstributional Effects of Globalization in Developing Countries
NBER Working Paper 12885, February 2007, p. 4.

98 World Trade Report 2008: Trade in a Globalizing Wekdorld Trade Organization, 2008, 124.

®Davis, Donald, R StolperSamlelsBPrrisaDeddiand Kther Grimes,of Both Theory and Datai n
Globalization and Poverfyed. by Ann Harrison, University of Chicago Press, March, 2007.

100y,S. Trade in Goods and Services (FTO@®rsus Bureau, exhibit 14, August 2015.
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For the Us®» meeeccmmmyniisnttse rmrague ntallattrade has acec
share of the shift 1in-skntbdmds kainld qehdd ¥wcoargkeehrest. we e n
economists are actively researching the relatior
some copesdethetogreatest challenge to policymake
econofifleesr.e is growing acadepmisc tsifuaprptaorhtas,t ohtohweerv e r
than trade, particularl]l yhad emohmeog wigfyi amadt foffte gmn
income disEcabamiomns with the Wof¥lhd Ramkna nftdri nign
of trade barriers in many developing countries ¢
increased devetltppiwnge cobanf dhesigmcteashinmg oigmpasr t s
capital and intermediate goods and b%¥ reducing r
While this research 1s far from conclusive, e Vi
than trade lhmbenmadobahind ahe risinP level of in
Economists at the IMF conclude that

Trade liberalization and export growth are found to be associated with lower income
inequality, while increased financial opennessaainly through foreign diredhvestment
(FDI)—is associated with higher inequality. However, their combined contribution to
rising inequality has been much lower than that of technological change, both at a global
level and especially markedly in developing countries. The spreadogifléaige is, of
course, related to increased globalization, but technological progress is nevertheless seen
to have a separately identifiable effect on inequality. The disequalizing effect of financial
openness.. and technological progress both appeatbé working by increasing the
premium on higher skills and possibly higher returns to capital, rather than limiting
opportunities for economic advanceméfit.

The academhas Inaterraet aucrhetehde aiodfpraacdten bes weren devel o
econeoomi j obs, wages, and the distribution of 1inc

OECD Analyses of Trade Liberalization

Growing income inequality 1is mnot wunique to the I
i founbdotiln devel opacdo mmtdfdeved opi ewing recent 71 es
possible links between trade |libestrhdfization and

101 Broda and WeinsteirrGlobalization and the Gains FromVarigty p. 4. The aut hors estimate t
liberalization and increased multinational production accounts fenintle of the increase in the skill premiunthe

relative wage of skilled to unskilled workers. They conclu
of other forces in shaping the recent rise in the skill pr

2 aumotte, Florence, Subi rnglngomé InequalitydTechmology,sor TPadepaadg ¢ or gi ou,
Financial GIMB BcanbmizReiejwol 62, no? 2, International Monetary Fund, 2013.

103 Global Economic Prospects: Technology Diffusion in the Developing WidrklWorld Bank, 2008, p. 9.
1041hid., p. 302.
1051hid., p. 274.
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while other factors appear to be the main drivers, at least 10% of the decline of the share
of labor in national income is dte increasing globalization, and in particular to pressures
from the relocation of parts of global value chains and from competition from imports from
companies that produce in countries with low labor costs. Increased (international)
competition not onlyeduces the size of the rent that employers and workers share, but also
decreases workers’
(income and wage) inequality in OECD countries is mixed, howdver.in fact very
difficult to disentangle technological change from globalization patterns that also increase
the value of skill$%

Table 3. Share of Total Income of the Top 10% of All Individuals in Selected Countries
(in percentigeshares)

197 198 199 200 200 200 200 200 200 201 201 201

0 0 0 0 5 6 7 8 9 0 1 2
Australia 276 253 276 312 305 318 315 293 305 309 3
5 9 6 8 4 1 1 4 6 8
Canada 3 3 354 399 402 408 407 403 400 401 3 3
1 6 6 6 9 9 2
China 3 3 193 255 3 3 3 3 3 3 3 3
4 3
Denmark 333 258 251 256 256 257 260 261 254 268 3 3
4 5 7 6 3 1 7 4 8
France 331 306 326 330 328 328 331 330 326 3 3 3
4 9 4 5 9 1 5 3 9
Germany 3 316 3 3 3 3 3 3 3 3 3 3
7
Ireland 3 315 310 338 364 378 366 352 361 3 3 3
5 7 3 7 7 8 3
Italy 3 271 295 329 331 337 341 340 338 3 3 3
7 4 9 0 2 0 7

106 Djvided We Stand: Why Inequality Keeps Risidgganization for Economic Cooperation and Development, 2011,
p. 37.

107 Divided We Stand: Why Inequality Keeps Risingl7.The United States, Canada, and Mexico are all members of
the Organization for Economic Cooperation and Development.

1At kinson, Anthony B., Thomas Piketty, and Eloumnalofuel
Economic LiteratureMarch2011, p. 3-71.
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In a 2011 report on growing income inequality, t
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indic #DE@¥Tihne report concluded that income inequ
previous two to DOBLD couwaadeds eisyg whathyegr the co
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emergence of India and China as global trade par
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197 198 199 200 200 200 200 200 200 201 201 201
0 0 0 0 5 6 7 8 9 0 1 2
Japan 319 313 337 371 405 408 410 409 403 405 3 3
4 5 6 1 3 4 2 0
Malaysia 3 3 3 225 246 3 3 3 247 241 3 3
3 5 6 8
Mauritius 3 215 155 142 139 3 3 19.0 3 3 183 3
5 5 1 6 9 3
Netherlands 31.3 282 280 306 308 317 306 305 30.7 306 309
4 2 9 4 2 9 6 1 0 0
New Zealand  30.7 288 31.1 311 332 303 293 300 297 29.0 3 3
6 3 2 9 3 2 7 2 2 3
Norway 298 252 221 304 370 282 289 271 269 279 283 3
4 6 9 5 6 2 7 1 5 9 3
Portugal 3 187 311 361 382 3 3 3 3 3 3 3
7 9 3 5
Singapore 3 320 350 380 382 392 378 436 413 396 418 3
7 4 6 5 4 2 5 2 5
South Africa 3 3 3 3 3 3 3 543 532 536 541 3
3 2 4
Spain 3 3 353 334 328 333 327 322 323 319 3 3
5 5 1 2 8 9 8
Sweden 293 227 227 267 269 273 277 280 279 282 283 279
6 3 5 2 6 6 7 3 7 3
Switzerland 3 3 3 323 318 326 332 336 331 3 3 3
2 8 5 5 3 5
United 3 3 369 384 416 419 426 3 415 380 391 3
Kingdom 0 3 2 9 1 3 8 5
United States 315 328 38.8 431 449 455 456 459 454 463 46.6 481
1 7 4 1 4 7 6 7 5 3 6
Uruguay 3 3 3 3 3 3 3 3 46.2 46.1 452 3
0 0 0

Source: Alvaredo, Facundo, Anthony B. Atkinson, Thomas Piketty and EmmanueT Ba&¥prld Top Incomes
Databasehttp://topincomes.gnond.parisschoolofeconomics.e&kbruary 21, 2014.

The OECD report also indicated that during the 2
the United States, Ger many, Denmar k, and Sweden,
Me xi c o Gree®BEhe amap Tutr ke oyn c 1 u deerda Itihzaatt iaol nt hhoausg hb
debate as the main cause of widening inequaldit.
studie have indicated that thesod mphetcodnttrydien
quest.i n, the relaittsvenomportthemcreratodr ¢ rafdet 1 ade

o v Ao

109 Divided We Standp. 22.
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type of tradeyiemgvaifEhhe tOhEeC Dc oruenatcrhed a number of
conclusions ciomciemmomeg ithequdliety, including the
T Neither 1risinngortrfaidnea nicnitaelg roapteinoone s s has a sig
either wage inequality or employment trends
wage inequality effect of trade appears neut
increased import penet raartei ocno nfsriodm reende. r glinncgr eea
imports-ifnocoomel cawuntries tend to heighten wag
only in countries with weak employment prote.
T Increased financial fa fofvencetgqgmd 1t ¢ yhpaoliomgiradl
throegkased flows of foreign direct 1invest me
by increasing overall wage dispersion in the
T Regulatory reforms to strengthen competition
services and kteot smankoer el aabdoarp tnaabrl ¢ af fect the w
and technological change influence the distr:
positive impact on employment 1levels. In con:
changes in householdepltaymaemtre, i d1aacaeaeasse si 0 ny
time employment, changes 1in income tax rates
programs and protections contribute to widen
in wage disparities between sykilled and unsk
inequality within rather than between sector.
ef felcitgsher employment |l eveldonamdegallater wage
earnings inequality and household income 1ine:
T The rise in twerkapplofbfeskidthedi ncrease 1in
associated with technological progress, regu
changes, highlighting the central role of ed
educational attainmentmeppeampotovoahavéabeeoen
contributing not only to reducing wage dispe:
higher empMbyment rates.
| ssues for Congress
Congress facoesffa cmdimitoenrssidife s Taeamp Admimpseéaal i on
to tradacpaldpagsible reconsideTBPiog;odmdnants opp
potenTtljPat efegotiation -9dutNAFKAreadFTAe. dnd .t he u
Both t he TFIPIRPoammpgd itshee c Pulad sed mpifi smeda soupreens mntahjaotr ¢ «
markets to increased U.S. e x por t tTh ea nadg reesetnacbnltiss h
could lead to major reforms in the developing ec
particular concern is fheemadgibterveollfy bpod ntdhgat icw
the two agreements. Various groupssabowue uvwhed tra
empl oyment effects of the agreements with differ
primarily frédmkthdés nofnbys mampti ons th
Wpavenik, Nina, “Gobalrtyailncn ndakidgCBiplizatidniSocially i n
Sustainableed. by Marc Bacchetta and Marion Jansen, World Trade Organization, September 13, 2011.
11 DividedWe Standpp. 323 3; al so Bassanini, Andrea, and Thomas Manfred:

Country/Crosd ndustry Analysis of tQ@ECD $oeial, Emplogment énd MigratonL a bor Shar e,
Working PapersNo. 133, OECD, 2012.
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The different estimates of the employment effect
the models themselves andethaeedampa totviee %t diues e . Cor
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